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In Reply, Refer To:

Dear Sir or Madam:

We hzva considered youE;application for recognition of exemption from
Federal income.&ax_ggﬁer section 501(c) (4) of the Internal Reven:?2 :
Code. %
- o ; i

You were incorporated in the
Your Articles of Incorporation indicate that you are organized to ;
exercise anv and all duties and prerogatives of f

, the owner of certain tracts of land which have been platted .
into (EMNEEEY - Gwel SN, G oy,
including but not limited to, those matters set out in Declaration of
Reservations, Easemernts, Covenants, Conditions, and Restrictions, as _
duly recorded in the G annp SEP o £ e T
@, which matters relate to (1) the Maintenance Charge and the
Maintenance Fund described therein and (2) the duty to maintain and
repair @i within the subdivision, and maintain
and repair the d@umuummumiill} provided the C o EE

been conveyed to the corporation..

The Declaration of Reservations, Easements, Covenants, Conditions, and
Restrictions (the Ceclaration) indicates that
are subject to an -annual maintenance charge. The _
annual maintenance charge is to be used to ‘createa “fund ﬁq_béf?ﬁqunA_._
- as the “maintenance fgnqu“The'Decldra;ioh“bﬁﬁtéﬁ_Lhat_iha loe-ownery.
automatically become members of the- non-profit- corporation. -- LT ATTTTT e

—

The Declaration also indicates that after the declarant has sold and
ronveyed at least‘l’% of the total square feet situated within the
lots, the declarant may cause a non-profit corporation to be organized
under the laws of GEEENPEESENNENp o -wn and maintain the (=P

o

-
is the developer and original owner of the property
that ig located within the city limits of
The property consists of @l acres and is divided into three lots.
and is owned by
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Yo egird,
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ol - QIENY. NP has no interest in this
entity. A (@GSN .as built on this lot in . =
o o.ns GEEEEEEEgReeeREE which consists of (D
acres. (GENEENNEEEP 2lso owns UNNEGGEEERIEESNSNN «hich consists
of G acres. _will be donated to the
organization upon completion of a (MSNEER on the lot. The .
construction costs of the (P and (MMM were paid by o - s

the developer and original owner of the property.

Your president is gSMNESSEEP, an enployee of (NN - GumgP.
- Your vice president is M an employee of

The secretary is (MNEEEENEENSE, -n independent -

 contractor who works for Gy, including GUUNEEAP. These

three individuals also serVe as your directors. Ncne of your.officers
or directors receive compensation for their services to you.

Your By..ws$ indicate that.yon have one class of members. Membership
is not contingent.qn_EEé;ownership of property in the area served by . .
you.
o
You indicate that there dre no set annual dues or assessments. N
Members of the association will be assessed maintenance charges on a
as needed basis. These funds will be expended for repairs, mowing,
and maintenance in and around the qand Syl .

You stated that you have had no revenuas or expenditures since you
were formed. You alsc indicated that you are unable to provide
proposed budgets for @GP :nd @GP because you don’t know when the,
property will be transferred to you and you have no idea of the cost )
to mow grass, cepair fences or O, vhen and if necessary. il

requires that property owners who sell less than.
all of any tract of land owned and located within the EEEG—E
city limits form a subdivision that is subject to the city’s
subdivision ordinances. The section of the ordinance applicable to
the property developed by Gl requires the construction of
the GEINNpEEREEP 2 GNP icscribed above. The ordinance
also requires the establishment Jf & “maintenance entity” that will
own and maintain the @EENGEGEGEGEGGER :nd GINEENENEE . -The ordinance.
does not require the malmtenance entity” beé forhed as a-non-prufit—- |
corporation under CEEEEEGPEESTERSEPIISPEINE. Nor does the [Tz

>

ordinance require that the “maintenance.entity” receive exerption " Y-
under section 501 (c) (4) of the Internal Revenue Code. e

Section 501 (c) (4) of the Internal Revenue Code provxde's, ir. part, for

the exemption of civic leagues or organizations no: organized for
profit—but operated exclusively for the promotion of sncial welfare.
No part of the net earnings may inure to the benefit of any private
snarenolder c: individual.

4 . .
Sections 1.501(c) (4)-1(a) (2) (i) and (ii) of the Income Tax Regulations
state, in part, that an organization is operated exclusively for the

s




'As in Revenue Ruling 74-99, ycu were formed by a developer as an -~
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promotion of social welfare :f it is primariiy engaged in promoting in
some way the common good and general welfare of the people of the
community. An organization embraced within this section is one that
is operated primarily for the purpose of bringing about civic
petrerments and social improvements. An organization is not operated
primarily for the promotion of social welfare if it is carrying on a
business with the general public in a manner similar to organizations
that are operated for profit. ’

Revenue Ruling 74-99, 1974-1 C.B. 131, attempted to clarify the
definition nf “community”. It stated that a “community” within the
meaning of siction 501 (c) (4) was not merely “an,aqgregaﬁidd of
homeowners bound together in a structured unit formed as an integral
part of a plan for the development of a real estate subdivision and
the sale and purchase of homes therein.” Although it was stated that
an exact delineation of the boundaries of a “community,” within the
scope of section 501 (c) (4) was not possible, it was noted that the
term as used in this sec;ipnwibas.traditionally been construed as
having a refer=snce@wo a geographical unit bearing a reasonably
recognizable relationship tc an area ordinarily identified as a
governmental subdivisian,or a unit or district therecf.” UNo minimum
size was set. G

In Revenue Ruling 77-273, 1977-2 C.B. 194, an organization that
provided vecurity seriices for resideinis and property owners was
determined to be carrying on a business with the general public and
didn’t qualify for exemption under section 501(c) (4) of the Internal
Revenue Code. - R
You state that you weren’t fo.med because G <2nted TO
develop the original acres. You indicate that your existence 1is
required by the “rules of w You interpret the
subdivision ordinances as requiring the formation of a non-profit
corporation.

However, it appears that you would never have been formed but for GNP
desire to sell his property. Further, while the
subdivision ordinances of the ~ require the
formation of a “maintenance fund”’;-they don’t require the formation of
a non-profit organization. -Even if the-city’s.ordinances required the
formatiqn cof a non-piotit organiiafion,’this—requireménC‘woukd-notu.
automatically entitle the non-profit organiiation-tc-Eéxééxempp’sta&us
under sectiorn 501(c) (4) of the-Internal Revenue Codé. ™ Cam i~
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integral part of a plan for the development of a subdivision. Thc
developer has control of the association and its board of directors
until the association no longer serves the private business interest
of_phe developer. You do not possess the “ community” characteristics

outlined in the Revenue Ruling &s necessary 1in order to overcome the
¢ t . . .
private benefit 1ssues.
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n.a"business with
ibad 1n Revenue Ruling
der section-SOl(c){4)¢“

Lvicad .on:a xeg
the general:public
77-273 that faile

: . you will own and
o-the community surrounding. the

 maintain provide ‘same ben , : . .
k heé members of the association is more

subdivisicn, the bgnéfit’to;
than incidental. = . -

Accordingly,’it is heldﬁthat‘yq Aréfﬁét‘ehtitled té exemption from'.
Federal income tax as an organization described in section 501 (c) (4)
of the Internal Revenue CQde/‘andAyoufgrev:equired to file Federal

Income Tax Returns using Form 1120,

from the date of this leet&r;’'file in duplicate a brief of the facts,
law:and.argument'thag_;rearly sets forth your position.. If you desire
an oral discussion of the issue, pleas= .indicate this in your protest.
The enclosed Publicatienm 892 gives instructions for filing a protest.

If you do not agree with these conclusiohsﬁ von may, within 30 days

If you do not file a.protest with this office within 30 days of the
date of this report or letter, this proposed determination wil;Abgcome

final. =

If you agree with these conclusions or do not wish to file a written
protest, please sign and return the enclosed Form 6018.

If you have any questions, please contact the person whose namz and

telephone number are shown-at the beginning of this letter.

Sincerely,

rer S, Tz

- -- Steven T. Miller
- Director, Exempt Organizations--
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